Zinternal Revenue Service ‘DEPARTMENT OF THE TREASURY
2 District Director " Southeast Key District (EPIEO)

¥ 31 Hopkins Plaza e A
altimore, MD 21201

" PERSON TO CONTACT:
'CONJACT TELEPHONE NUMBER:

 Date: APR 19 '\999

IN REPLY REFER TO:

CERTIFIED MAIL

ear Sir or Madam.
application for recognition of é;émption from Federal income tax under séction
Code and have determined that you do not qualify for tax exemption under that
and the facts on whic_p_it is based are explained below.

. We have considered your
01(c)(3) of the Internal Revenue
" section. Our reasons for this conclusion

Evidence submitted shows that you were incarporated under the laws of

s Your purposes as stated in your Articles of Incorporation are. *Educational, Professional Services Agency. To
- afford the offender population and the socially disadvantaged an opportu ity to acquire the skills necessary to

* function in mainstream sociely by providing pyschoeducational programs utilizing materials specifically developed by

Your Bylaws state, “The mission of . is _tg.‘,wo“rk wi'.hih the criminal justice syétem te
help protect society by providing the best services available in the community to our clients. Our program resources
are of the highest quality developed to help the client make a suitable aqjg§__tment, assisted by professional, caring

stafi.”

In desui ' ing your activities, you listed several programs avallé!bie. ib the Aoffender and/or socially
ducted at the four sites operated by the organization. These activities include the

. disadvantaged pop.Jlations con
following programs: Domestic Violence Program, Substance Abuse Program, Anger Management Program, Life SKills,
m, Shoplifting/Theft Program, anda Iraining Division.

Teenage Programs, Parenting Progra
In describiiig your sources of Suppor, you stated..'C'l;leht'ﬁ payfor brégram attendarice; TUTNIINENENY

epartment of Corrections; Department of Corrections; and
In describing your fundraising program, you stated, “No fundrais’mg program per se; only stipulation that clients pay

for services’.
KB Priorto i
. known as

were mcorbotéted as a for-profit corporation, also

on-profit statute, you we
rofit corporation is

ncorporating under the n
The owner of the for-p

f the non-profit entity.

nd liabilities of the for-

Included in your application was an ERY. hich transferred all essets a
profit to the non-profit for his agreement also stipulated that *officer contributions” made by to
the for-profit corporation shall be considered a loan to the non-p corporation and shall be payable 1o G

upon-demand, with annual interest not to exceed @percent

Your responsé to our request for additional informat

g  'Since filing Form 1022, some errors were discovered as the books have been updated. Some of the ‘other assets’
"B have since been written off as ‘bad debts’. M was originally organized in G
B A secondMOm’rned inu
Ll e A —— '




A fourth “opcned in orporation. These
were all formed as individual entities, all owned bYGENRNP 2|l vith the same mission ang some variation on
the services provided. Monies were subsequently lent to These
offices have closed operations, Since then what was originally considered an asset, has been converted to a bad
debt. Based on the information provided in the Profit and Loss Statement, the amount of bad debt written off as of gagp

- An additional (W as classified as bad debts in

In — was formed. The purpose of this
business, owned b~, was to sell'a comprehensive life skills program, primarily in the state \
to departments of correction.and wel{are-to-work programs, inanced the company. As of

“other assets” refers to expenses incurred from this venture.* As of-the loan balance to th< P

Y-

On the date of re-organization the not-for-profit corboratioh ‘a"i'.'éumed substantial debt from the for-profit
predecessor. These amounts included credit cards in the amount of $=and- from the SENEEENO! both the

for-profit and not-for-profit corporations, totaling _ ‘These amounts are in addition to the
funds loaned to . in the amount of S, and to the now defunct
corporations in oy :

As o QUG (02 balance to d increased to
SN it card -ebt increased to SO -5 to stockholders remained at $ ut a new loan from
in the ameur of S SNIENEWasS included on the Balance Sheet. - e e

The total "officer inve. *ment” as of QNP s '$~basad on the transaction listing by account

provided. This includes YO = ssociated with 3 ssociated with the now closed
operation “&nd to the - All of this investment by an officer

occurred involved the various corporations, before ~re_—organized as a not-for-profit. These amounts
should be reflected as capital contributions to tha corporation_;. ]_t _l§ a.l‘s_'o.n_oted that there is no written loan document
as of the date the organization filed Form 1023. R ‘

As of GNP - (020 balance to = ad increased to $YNGG_.Gg:
credit card debt increased to SO oans o stockholders remained at ¥ and the loan fror SR
W increased to S e

To qualify for exempticn under Internal Revenue Code section 501€3) an organization must be organized
and operated exclusively for charitable, educational or religious purposes, and no part of the net earning shall inure to
the benefit of any private shareholder or individual, The Income Tax Regulations (Regs.) section 1.501€X3) explain
. what is meant by the organizatic 1l and operational tests, G

Regs. 1.501©(3)-1(a) Organizational and Operational Tests. (1) In order to be exempt as an organization
described in secti *n 501 (c)(3) it must be organized and operated exclusively for one or more purposes specified in
that section. If an organization fails to meet either the organizational tast or the operational test, it is not exempt.

Regs. 1.501©(3)-1(b)(1)(!) provide that an organization is organized exclusively for one or more exempt
purposes only if its articles of organization: L

(a) limit the purposes of such organization to one of more ékémpt purposes; and
(b) do not expressly empower the organization to engage, otherwise than as an insubstantial part of its
activities, in activities which in themselves are not in furtheran;e_ of one or meore exempt purposes.

Regs. 1.5010(3)-1@(2) Distribution of earnings. An '6f§é|{iZaiti6h is not organized and operated exclusively for
One or more exempt purposes if its net earnings inure in whole orin part to the benefit of private shareholders or
individuals. L i o

Regs. 1.501©(3)-1{d)(1)(ii) Exempt Purposes. An organization is nol organized or operated exclusively for
one or more of the purposes specified in subdivision (i) of this subparagraph unless it serves a public rather than a
private interest. Thus, to meet the requirement of this subdivision, it is necessary for an organization to establish that
it is not organized or operated for the benefit of private interests such as designateq individuals, the creator or his




s ich private interests.

family, shareholc'ers of the organization, or persons cbnifdy indirectly, by su

The organization was created as a for-profit corporation

corporation in W only when it became ‘apparent that It would b
for-profit. S

_subsequentblyy r'ev;orgamze'd as a not-for-profit
very difficult to obtain government funding as a

- The operation of the newly re-or anized cor,
-corporations created by“; erg
profit corporation is operating as though it is ano
finance the activities of R —
organized and operated exclusively for Code sec jon 5016X3) p'Urﬁgggcs
C . prcthys

ned with the operation of the other for-profit
8 for-profit corporations. The not-for-
and has been used to
t established that it is

e benefit of its founder.

ganization has no
d not for th

- religious purposes as defined in Code section 501@(3):%

Accordingly, this organization is not engnpf frc
section 501(c)(3). ' R

If you do not agree with our determination, you'm
-Regional Director of Appeals. To do this you'should file a written ap )
- Your appeal should gi*'e the facts, law, and.any other info on;1o support your position. . If you want a hearing,
please request it when yau file your appeal and you will be contacted to arrange a date."The hearing may be held at
the regional office, or, if you request, at any mutually conveniant district office,: ' '
principal officers will represent you, he or she will need to uﬁ_lgfgf power.of fatto’rrjay_gr_vta’x(informatipn“authorization with
us. If you do not appeal this determination within 30 days from the date of this 'as e :
- this letter will become our final determination on this matte

nsideration of this matter by the Office of
| .8s explained in the enclosed Publication 892,

[date of this [etter, as explained in Publication
Further, if you do not appeal this determination
céfé;ﬂaﬂfailyre_ to exhaust all administrative
ratory judgment or decree under this section
. U.S. Court of Claims or District Court of

ganization in''olved has exhausted administrative remedies

¥ the Internal Revenus Sei
remedies. Section 7428(b)(2) of the Code provides,’in part; that;*A’d
- shall not be issued in any of the proceeding unless the . Tax Court

the U.S. for the District of Columbia determines that the or

available to it within the Internal Revenue Servi_c_e.‘ :

Appeals submitted which do not co

ntain all the documentation required by Publication 892 will be returned for
completion, e - : .

Enclosure: Publication 892




